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The biggest question facing most big multi-national companies today, even Chinese
companies, is where to re-shore at least some of their China-based production. For
Western companies, this is driven by geopolitical anxieties, as Biden's America proves
to be just as wary of China as Trump's America. No business wants to get caught up in
a trade war, or worse still in a Russia-style conflict or sanctions situation. For Chinese
companies, a shrinking local workforce means they have to either move up the value-
added curve and invest in robots, or move out, much like Japanese companies who
diversified to cheaper labour options in Thailand or China in the late 20t century. Here
we focus only on Asian options, with plentiful cheap labour.

Who should be chosen?

Choosing a "+1" is a tough call unless you are Ken looking for Barbie in this summer’s
box office hit. Is it communist one-party state Vietnam, which might feel like swapping
one similar risk for another? Is it Indonesia with 275m people spread out over a
country whose geographic span is equivalent to Portugal from Dubai? English-
speaking Philippines is attractive but with 7,640 islands it might carry some logistical
challenges. For others, including Apple manufacturer Foxconn'! the answer is India
though it does have its challenges. Former French president Charles de Gaulle said it
was impossible to govern a country with 264 cheeses, imagine what he might say
about doing business in a country with more than 2,000 minimum wages.

GDP growth from 2000-25, IMF data via FIM Partners
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The pre-requisites

Our answer is that it really doesn’t matter, because they are all good choices, for the
same key reasons. To become a successful and sustainable manufacturing economy,
there are three pre-requisites and the 2 billion people of Bangladesh, India,
Indonesia, the Philippines and Vietnam deliver on each.

First 70-80% adult literacy is needed, because only a literate garment worker knows
to put Levi jeans into the box marked “Europe” instead of “America” (as a Levi's
manufacturer in the Philippines explained to me). The reason China became a
manufacturing powerhouse in the 1990s, while “Made in India” was unrealistic until
the 2010s, was because China got to 70-80% literacy 25 years before India?.

Second electricity is needed. The Philippines could not use its literacy and language
advantage to build a big manufacturing base in the 1990s, and so only grew at 2.8%
pa, because the country could not supply plentiful, cheap and reliable electricity to
industry3. Today it can.

Third, it really helps to have a fertility rate below three, because of the double
demographic dividend effects we noted in our first Themes from FIM. Slower
population growth fuels faster local savings growth. This allows infrastructure to be
built, from cheap electricity to roads and ports, that then makes countries attractive
for foreign direct investment (FDI). Not much manufacturing FDI goes to high fertility
countries.

The graph above shows how strong and consistent GDP growth is in all these
countries, now that they meet these prerequisites. The IMF estimates GDP growth
over 2000-25 will have averaged 5% in both Indonesia and the Philippines (perhaps
islands are a bit of a challenge), 6.1% for Bangladesh, and 6.4% for India and
Vietnam. Bangladesh exports as much per capita as India, and Vietnam already
exports far more per capita than China.

The controversial conclusion

The controversial conclusion from this, is that leadership doesn’t matter half as much
as consensus assumes it does. | have lost count of how many times I've heard that a
country’s high growth is driven by its current good leadership or its good institutions
(the Why Nations Fail thesis). What the data above implies is that if the structural
conditions are in place to boom, then any leader is going to look good, whether they
are India’s PM Narendra Modi or the former populist president of Philippines,
Rodrigo Duterte. The implication is that it doesn't much matter who wins either
India’s or Indonesia’s presidential elections in 2024. These economies will boom
anyway, although each will have bumps in the road (and India does look at risk of
overheating in the next year or two).
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https://www.fimpartners.com/app/uploads/2023/08/Themes-from-FIM_-Is-it-Good-to-be-Young.pdf

Key takeaway

This is not to say that leadership never matters. There are always a few leaders who can
snatch defeat from the jaws of development victory — just look at Venezuela. And some
are far-sighted enough to deliver impossible success, such as Lee Kwan Yew with
Singapore, a city state that few felt was viable in the 1960s.

Our key message is that just like most of Europe that got rich even though no-one can
remember the leaders who made this happen in Sweden, Belgium, Italy, the
Netherlands and Spain, so will ASEAN and south Asian countries in the coming
decades. FDI moving from China will help turbo-charge that growth.

Implications for investors

No wonder then that equity investors price India’s shares so highly and SE Asia is just
as interesting. The globalisation play is powerful in itself, lifting logistics operators like
Gemadept in Vietnam whose share price has doubled since 2019. It also feeds the
bottom-up story too, as it helps countries power through the $5,.000 per capita GDP
level that fuels domestic consumption®. The positive structural situation also hints at
long-term real appreciation of currencies as countries move up the value-added curve
from rural subsistence farming to better paid manufacturing jobs that are globally
competitive. Credit ratings tend to improve with high growth, rising per capita GDP and
more FDI financing current account deficits (if there are deficits). We saw rating
upgrades in Vietnam last year® and Indonesia may be due for some upgrades in the
medium-term too. The challenge for investors is watching for over-exuberance from
economic success and being active enough to temporarily pare back positions over the
coming decades.

Source: 1) Bloomberg, 2) UNESCO, 3) IEA, 4) UN, 5) Morgan Stanley, 6) Moody's and S&P
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Disclaimer:

This Article is issued by FIM Partners UK Ltd. and jointly with Frontier Investment Management Partners Ltd. (collectively, FIM Partners) is made available
only to, and/or is directed only at, persons who are Professional Clients or Eligible Counterparties for the purposes of the rules of the UK Financial
Conduct Authority, or Professional Clients or Qualified Investors for purposes of the rules of the Dubai Financial Services Authority and UAE Securities and
Commodities Authority, respectively. The products and services offered by FIM Partners are available only to such persons. Other persons should not act
or rely on this Article. This Article is not intended for retail clients.

This Article contains information about FIM Partners, its employees and affiliates, and the historical performance of certain investments, or on asset
management activities in general, in which they are or were involved. Such information has been included only to provide recipients of this Article with
information as to such person’s area of expertise or for discussion purposes. Material aspects of the opinions and descriptions in this Article may change
at any time without notice. Any projections, market outlooks or estimates in this Article are forward-looking statements and are based upon certain
assumptions. Other events which were not taken into account may occur and may significantly affect investment returns. Any projections, outlooks or
assumptions should not be construed to be indicative of the actual events which will occur. Past performance is not necessarily indicative of future results.
Any investment in securities or in the strategies described in this Article carries a significant degree of risk, including the risk of losing the entire amount
invested. Any investor must be able to bear the risks involved and must meet the suitability requirements relating to such an investment. Some or all
alternative investment programmes may not be suitable for certain investors. FIM Partners has not taken any steps to ensure that the investments referred
to in this Article are suitable for any particular investor and no assurance can be given that the desired investment objectives would be achieved.

This Article is for informational and background purposes only, does not purport to be full or complete and is not intended to constitute, and should not
be construed as, investment advice or deal arrangement activities with a view to transactions in investments. This Article does not constitute or form part
of any offer to issue or sell, or any solicitation of any offer to subscribe or purchase, any product or service, nor shall it or the fact of its distribution or
communication form the basis of, or be relied on in connection with, any contract therefor.

Certain information included in this Article is based on information obtained from sources considered to be reliable. However, any projections or analyses
provided to assist the recipient of this Article in evaluating the matters described herein may be based on subjective assessments and assumptions and
may use one among alternative methodologies that produce different results. Accordingly, any projections or analyses should not be viewed as factual
and should not be relied upon as an accurate prediction of future results. No representation is being made that any investment will or is likely to achieve
profits or losses similar to those shown.

No reliance may be placed for any purpose on the information and opinions contained in this Article or their accuracy or completeness. No
representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the information or opinions contained in this
Article by FIM Partners or any of its directors, members, officers, employees or secondees and no liability is accepted by such persons for the accuracy or
completeness of any such information or opinions. This paragraph does not purport to exclude or restrict any duty or liability that FIM Partners may have
to its clients under any applicable regulatory system.

The material contained in this Article is intended for private use only. The text and statistical data or any portion thereof contained in this Article may not
be stored in a computer, published, rewritten for broadcast or publication or redistributed in any medium, except with the express written permission of
FIM Partners. FIM Partners will not be liable for any inaccuracies, errors or omissions in the material or in the transmission or delivery of all or any part
thereof or for any damage arising from any of the foregoing.

FIM Partners UK Ltd is a private limited company, incorporated in England & Wales, under company number 12108672, with registered office at Suite 1, 7t
Floor, 50 Broadway, London, United Kingdom, SW1H 0BL, United Kingdom, and authorised and regulated by the UK Financial Conduct Authority. Frontier
Investment Management Partners Ltd. is a private company incorporated in the Dubai International Financial Centre, under company number 0742, with
registered office at Al Fattan Currency House, Office 903, Building 1, DIFC, PO Box 482011, Dubai, United Arab Emirates, and is authorised and regulated
by the Dubai Financial Services Authority, and registered as an investment adviser with the US Securities and Exchange Commission.
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